PROJECT RISK MANAGEMENT by Gumovschi Ana & Aurelia Marianciuc
Revista Economică
58
Senior Lecturer,dr., Gumovschi Ana
Senior Lecturer Aurelia Marianciuc
Academy of Economic Studies from Republic of Moldova
PROJECT RISK MANAGEMENT
Abstract: Risk management is recognized as an essential contributor to 
business and project success, since it focuses on addressing uncertainties 
in  a  proactive  manner  in  order  to  minimize  threats,  maximize 
opportunities,  and  optimize  achievement  of  objectives.  The  most 
significant critical success factor for an effective risk management is the 
selection of the most appropriate strategy for every type of risk, classified 
according the potential impact.
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Every project is important and every project has risk. Every hour 
and every dollar are the keys to each successful project. Making good 
decisions  that  take  account  of  real-world  uncertainties  can  provide  a 
margin of safety and profit. Project risk analysis is the identification and 
quantification of the likelihood and impact of events that may damage the 
project.  
The Investopedia dictionary definition says "risk is the chance that 
an  investment’s  actual  return  will  be  different  than  expected".  This 
includes the possibility of losing some or all of the original investment.
Risk  Avoidance: Investment  planning  is  almost  impossible 
without a thorough understanding of risk. There is a risk/return trade-off. 
That is, the greater risk accepted, the greater must be the potential return 
as reward for committing one’s funds to an uncertain outcome. Generally, 
as the level of risk rises, the rate of return should also rise, and vice versa. 
Before we discuss risk in detail, we should first explain that risk can be 
perceived, defined and handled in a multitude of ways. One way to handle 
risk is to avoid it. Risk avoidance occurs when one chooses to completely 
avoid the activity the risk is associated with. An example would be the 
risk of being injured while driving an automobile. By choosing not to 
drive a person could avoid that risk altogether. Obviously, life presents Nr. 4(41)/2008
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some risks that cannot be avoided. One may view a risk in eating food that 
might be toxic. Complete avoidance, by refusing to eat at all, would create 
the inevitable outcome of death, so in this case, avoidance is not a viable 
choice. In the investment world, avoidance of some risk is deemed to be 
possible through the act of investing in "risk-free" investments. Short-term 
maturity United States government bonds are usually equated with a "risk-
free" rate of return. Stock market risk can be completely avoided by one 
choosing to have no exposure to it by not investing in equity securities.
Risk Transfer: Another way to handle risk is to transfer the risk. 
An easy to understand example of risk transfer is the concept of insurance. 
If one has the risk of becoming severely ill (and unfortunately we all do), 
then health insurance is advisable. An insurance company will allow you 
to transfer the risk of large medical bills to them in exchange for a fee 
called  an insurance  premium. The  company  knows that  statistically,  if 
they collect enough premiums and have a large enough pool of insured’s, 
they can pay the costs of the minority who will require extensive medical 
treatment and have enough left over to record a profit. Risk transfer can 
also occur in investing. One may choose to purchase a municipal bond 
that is insured. One may purchase a put option on a stock which allows 
that  person  to  "put  to"  or  sell  to  someone  their  stock  at  a  set  price, 
regardless  of  how  much  lower  the  stock  may  drop.  There  are  many 
examples of risk transfer in the area of investing.
Risk Mitigation is a general term for reducing probability and/or 
consequences of an adverse risk event. In the extreme case, this can lead 
to  eliminating  the  risk  entirely  (as  seen  in  “avoidance”).  However,  in 
mitigation,  it  is  not  sufficient  to  consider  only  the  resultant  expected 
value,  because,  if  the  otential  impact  is  above  a  certain  threshold  –
established by risk management term – the risk remains unacceptable. ]n 
this case, one of the other approaches will have to be adopted.
Risk acceptance entails planning for ways in which to deal with 
the event if it occurs, rather than attempting to influence its probability or 
impact. From the point of view of the project, this will be the strategy of 
choice in cases where the effect of the risk is known to be sufficiently 
contained for it to be acceptable (i.e. below the defined “pain threshold”). 
Acceptance can be “passive” when the impact is of minor importance (e.g. 
in the utility “dead” zone): in this case, no prior plans are put in place. 
Acceptance is “active” when the impact, if the event occurs, will need to 
be reduced: in this case a “contingency” plan plus cost of the risk event) to 
an acceptable level.   Revista Economică
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Investors deal with risk by choosing (implicitly or explicitly) the 
amount of risk they are willing to incur. Some investors choose to incur 
high levels of risk with the expectation of high levels of return. Other 
investors are unwilling to assume much risk, and they should not expect to 
earn large returns. We have said that investors would like to maximize 
their returns. Can we also say that investors, in general, will choose to 
minimize their risks? No! The reason is that there are costs to minimizing 
the  risk,  specifically  a  lower  expected  return.  Taken  to  its  logical 
conclusion,  the  minimization  of  risk  would  result  in  everyone  holding 
risk-free  assets  such as  savings  accounts  and Treasury bills.  Thus,  we 
need to think in terms of the expected return/risk trade-off that results 
from the direct relationship between the risk and the expected return of the 
investment.
Every project involves some degree of risk ("nothing ventured, 
nothing gained...."), but that risk can be controlled with a bit of careful 
analysis,  planning  and  communication.  As  a  project  manager  (or  a 
manager dealing with projects), it is your job to anticipate project risks, 
and then to devise the means for controlling those risk before they can get 
out of hand.
Risk is a combination of the probability of a negative event and its 
consequences. If an event is inevitable but inconsequential, it does not 
represent a risk, because it has no impact. Alternatively, an improbable 
event with significant consequences may not be a high risk. These two 
factors are combined in what we experience as the possibility of loss, 
failure, danger or peril.
An easy way to reduce risk is to have less ambitious goals. After 
evaluating  risks,  one  can choose  a  path  of  risk  avoidance  or  risk 
mitigation and management. If we understand the risks on a project, we 
can  decide  which  risks  are  acceptable  and  take  actions  to  mitigate  or 
forestall those risks. If our project risk assessment determines risks are
excessive, we may want to consider restructuring the project to within 
acceptable levels of risk.
Risks that do not offer the potential for gain (profit?) should be 
avoided.  Risks  associated  with  achieving  challenging  and  worthwhile 
goals should be managed. One way to reduce risk is to gather information 
about relevant issues to lower the level of uncertainty. Then we can look Nr. 4(41)/2008
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for  ways  to  reduce  probabilities  of  failures  or  to  reduce  their 
consequences.
What  may  look  like  an  unacceptable  risk to  one  person might 
rightly appear as an attractive opportunity to another. The difference is the 
vision.  
Items in the project plan that are important and that are uncertain 
of success should be considered risk areas and given special attention. 
Risk should be associated with areas where the scope is not well defined 
or is subject to change. An unproven or immature technical approach, or 
known  technical  difficulty  or  complexity  will  increase  project  risk. 
Ambitious goals always result in risk. Unfamiliarity with the process, or 
inexperienced personnel, constitute project risks, if for no other reason 
than  being unknowns. Exterior interfaces cause risks because they can 
change and, even if they don’t change, their descriptions or specifications 
may  be  inaccurate.  Exterior  organizational  dependencies  create  project 
risks. Incomplete planning or optimistic cost or schedule goals create risk. 
If the customer is involved in schedule dependencies for document review 
and approval or for delivering process information, this creates project 
risks. Conversely, project risks are created if the customer is not involved 
in periodic review of the system design and project plans.
Any area over which the project manager does not have control 
can be project risks. Anything that is not well understood, anything that is 
not  well  documented,  and  anything  that  can  change,  these  all  create 
project risks. Things that haven’t been tested are always at a risk.
An  organizational  culture  that  has  previously  had  problems 
executing  projects  will  be  likely  to  repeat  the  same  mistakes.  These 
problem areas should be understood and managed as significant project 
risks. They must be counteracted by specific bold mitigating management 
initiatives or repeated failures guaranteed. 
The known unknowns are more likely to be project risks than the 
unknown unknowns. This means you should trust your instincts and pay 
attention  to  what  seems  risky  to  you.  It  is  more  likely  you  will  have 
problems from known risk areas than be surprised by things completely 
unforeseen. 
Project managers who assess the risk that the project will overrun 
its cost estimate or schedule, or will fail to meet performance objectives or 
specifications often improve their likelihood of a successful project.
Project Risk Management involves conducting risk management 
planning,  engaging  in  risk  identification,  completing  risk  analysis, Revista Economică
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creating a risk response action plan, and monitoring and controlling risk 
on  a  project.  Project  Risk  Management  is  a  continuous  process  to  be 
engaged in through out the entire project. A key point to remember is that 
risk is not always bad. There are opportunities and there are threats. The 
opportunities are the good risks. The treats are the bad risks. The purpose 
of project risk management is to increase the likelihood and impact of 
positive events and to decrease the  probability and impact or negative 
events. The steps of risk management process are (see Figure 1):
Risk Management Planning – Risk Management Planning is the 
process where decisions are made on how to approach, plan, and execute 
risk management activities. This is completed as a part of the planning 
process group.
Risk  Identification – Risk  Identification  determines  the  risk 
which can affect the project's objectives, and identifies the characteristics 
of  those  risks.  Risk  Identification  is  commonly  first  engaged  in  the 
planning process  group. Qualitative  Risk  Analysis – Qualitative Risk 
Analysis prioritizes risk for future analysis by analyzing the probability of 
occurrence and impact. Qualitative Risk
Figure 1. The steps of risk management process
























Quantitative Risk Analysis – Quantitative Risk Analysis assigns 
a number to risks as a part of determining the impact on overall project 
objectives. Quantitative Risk Analysis is commonly engaged within the 
planning process group.
Risk Response Planning – Risk Response Planning ascertains the 
options and action plans to enhance the  opportunities and mitigate the 
threats.  Risk  Response  planning  is  normally  first  started  in  the  Risk 
Response Planning Group. 
Risk  Monitoring  and  Control – Risk  Monitoring  and 
Controlling is an ongoing process. It involves overseeing the effectiveness 
of risk responses, monitoring residual risks, identifying and documenting 
new risks, and assuring that risk management processes are followed. This 
is done throughout Monitoring and controlling process group.
These steps can be applied to an enterprise, to a part of 
the  organization  or to  a  specific  project.  The  fourth  phase  entails 
developing options and determining strategies to  enhance opportunities 
and reduce threats to the business’s objectives. 
Risk  analysis  is  an  opportunity  to  help  solve  problems and  to 
enhance  communications  within  the  project  for  a  more  effective  team 
effort.  The  expertise  and  knowledge  about  the  project  resides  in  the 
client's personnel. The added ingredient needed in experience in:
 Structuring the project risk problem 
 Disciplined, proven methodologies needed to analyze the risk
 Developing information and data needed to resolve the problem 
Risk  analysis  improves  the  accuracy  of  traditional  scheduling, 
cost  estimation,  spreadsheet financial models, and  systems  engineering 
skills.
It  injects  more  realism  (and  sometimes  honesty)  than  can  be 
accommodated  in  these  deterministic  techniques.  Risk  analysis  and 
management is a complete system including:
 Techniques, methods, concepts and available software needed to 
do the analysis, and 
 Tools to address issues including a corporate culture that may not 
welcome an honest appraisal of risk ("risk is bad news") and people who 
feel they cannot use judgment to make statements about the future. 
A complete system of risk management includes people, attitudes 
and institutions as well as theory, concepts, hardware and software. An 
approach that has been effective in helping companies and governmental 
agencies deal with project risk includes: Revista Economică
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 Consulting, usually as a member of the team 
 Training in risk concepts and implementation 
 Information exchange
Risk and opportunity are values on a continuum or variation, and 
the optimum decision ensures that risk is commensurate with the expected 
reward. The goal of risk management is to support company development 
in order to achieve its objectives in the most effective way. It is necessary 
to  explain  the  notion  of  risk  management  “effectiveness”  in  order  to 
clarify the differences between this term and efficiency and efficacy. The 
effectiveness is related to the others two terms, but has a greater range of 
meanings. Efficiency describes the application of resources to inputs in 
order to generate outputs with minimal waste. Effectiveness on the other 
hand is not just about the ratio of input to output, but instead relates to the 
extent to which a measurable result is obtained. A third related measure 
can also be defined, namely efficacy, describing the power to achieve the 
desired result, measured against defined objectives.
The risk literature discusses a number of critical success factors 
which have the potential to influence risk management effectiveness. The 
critical success factors for successful development and implementation of 
a  comprehensive  risk  management  program  include:  gaining  executive 
support,  integrating  risk  management  into  decision-making  process, 
demonstrating  value  to  the  organization  by  creating  efficiencies  in 
procedures  and  controls,  creating  a  common  risk  language.  The 
assessment of risk involves an individual bringing his own characteristics 
to the situation and apprised of risk. The background and experience or 
the risk manager, senior management’s expectations about risk and the 
corporate culture and attitudes toward accountability influence also the 
effectiveness of risk management.
Each Risk Management process results in a specific deliverable 
which is used as the foundations for the subsequent process. Combined 
the  risk  management  processes  provide  a  best  practice  pattern  for 
managing risk on a project.
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